L € S € D I 

Local Municipality 


LONG TERM FINANCIAL PLAN 
2019/2020 

APPROVAL DATE BY COUNCIL: 30 MAY 2019 
COUNCIL RESOLUTION NUMBER: LCMC 87/05/2019 


i 




TABLE OF CONTENTS 


1 INTRODUCTION.3 

1.1 WHAT IS A LONG-TERM FINANCIAL PLAN?.4 

2 FINANCIAL STRATEGIES AND PRINCIPLES.4 

2.1 PRINCIPLES .4 

2.2 FINANCIAL AND GENERAL ASSUMPTIONS.5 

2.3 SENSITIVITIES.7 

3 MEASURING SUSTAINABILITY.7 

3.1 CURRENT RATIO.8 

3.2 OPERATING SURPLUS RATIO.8 

3.3 Collection Ratio.9 

3.4 CASH Coverage Ratio.9 

3.5 REPAIRS AND MAINTENANCE RATIO .10 

3.6 ELECTRICITY LOSSES RATIO .11 

3.7 WATER LOSSES RATIO.12 

4 FINANCIAL SUSTAINABILITY ASSESSMENT.13 

1 INTRODUCTION 


The Lesedi Local Municipality (LLM)’s Long-Term Financial Plan (LTFP) outlines the financial sustainability of the municipality 
for the next ten years, from 2019/20 to 2028/29. 

The Integrated Development Plan (IDP) articulates the long-term vision, mission, and strategic priorities of Lesedi’s key 
stakeholders. These are reflected in the following vision statement:cial sustainability of a council is determined by its ability to 
manage expected financial requirements by: 

Promoting healthy finances in the current period and long-term outlook based on continuation of the municipality’s 
present spending and funding, policies and given likely economic and demographic developments; 

Ensuring infrastructure renewals/replacement expenditure matches forward looking asset management and assets 
maintenance plans’ expenditure needs. 
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The LTFP is a dynamic tool which analyses the financial trends over a ten years’ period of 2018/19 to 2028/2029. The first 
three years of the LTFP incorporations to key strategic projects identified in the Annual Budget. The remaining seven years of 
the LTFP as derived from the extension of the key assumptions over the timeframe. 


The LTFP is integrated with the IDP and the Budget. The resourcing strategy is the 
Asset Maintenance plan 

The LTFP should be read in conjunction with the above-mentioned documents. The Lesedi Local municipality will undertake 
to review its Integrated Development plan annually, and a full review is planned every five years. This LTFP will be reviewed 
every three years. 


1.1 WHAT IS THE LONG-TERM FINANCIAL PLAN? 

The LTFP defines the current financial forecast and applies a range of assumptions and additional information regarding the 
revenue and expenditure to the current financial forecast, to develop a ten-years’ financial forecast. 

This document is supported by the financial model that provides the following financial schedules: 

• Statement of Financial Performance 

• Statement of Financial Position 

• Cashflow Statement 

• Statement of Equity 

• Statement of Loans 

• Reserves Schedule 


2 FINANCIAL STRATEGIES AND PRINCIPLES 

2.1 PRINCIPLES 
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The following principles are applied, in order to ensure financial sustainability: 


a) Activity Based Budgeting: 

Lesedi municipality funds its core operational activities by revenue received from property rate payers, consumer of municipal 
services as well as Grants and Subsidies. 

b) Balanced Budget Approach 

LLM plans for a balance budget each year, providing adequate funds for operational activities and capital expenditure. Any 
annual operational surplus at the financial year end are transferred to an accumulated surplus and will be carried forward to 
match future funding needs, should there be a funding gap. It is critical to note that currently the accumulated surplus as 
reported in the audited Annual Financial Statements are not cash backed. 

c) Debt Strategy 

LLM has external loans from Development Bank of South Africa which will be paid up by year 2023. They were sourced to 
fund infrastructure development within the municipal boundaries. The loans are serviced (periodic payments inclusive of 
interest) on time and there are no arrears. 


2.2 FINANCIAL AND GENERAL ASSUMPTIONS 

General Assumptions 

Where no specific assumption is identified, Lesedi municipality will apply the general consumer price index (CPI) to revenue 
and expenditure. 

The projected CPI has been sourced from the Statistics South Africa (StatsSA) and is as follows: 

CPI Forecast 


Financial year/s (Period) 

Target (Percentage/s) 

2018/19-2019/20 

4.8% to 5.3% 

2020/21 - 2023/24 

5.4% to 5.5% 

2024/25 - 2028/29 

5.5% to 5.7% 
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Revenue Assumptions 


A CPI assumption has been applied to the revenue streams where consistent revenue streams have been identified, for 
example on property rates income, water and electricity sales, refuse removal and sanitation fees as well as grants and 
subsidies. 

The revenue streams have been based on the current General Valuation Roll being mindful of the valuation process which is 
underway and will be implemented on the 01 

July 2019, the past trends on services’ revenue as well as Division of Revenue bill which is annually published by the 
National and Provincial government detailing the 

Medium-term allocations for the municipalities. Where no specific projects have been identified, but it is expected that LLM 
will source revenue for nominated future projects, an estimate of the funding stream has been made and indexed in line with 
the CPI. 


Expenditure Assumptions 

The expenditure of LLM consists of direct employee costs, operational/administration costs or payments to 
suppliers/contractors, bulk supply (water and electricity), repairs and maintenance, finance charges, and consultants/ external 
advisors. 

The employee and contracted services assumptions have been based on the current wage bill and the personnel budget with 
the latest Bargaining council agreement. 



Depreciation 


5 




It is provided for in the annual budget, as it’s calculated on the net asset value each year taking into consideration the useful 
life or lifespan of new assets and removing the disposed assets. 

Capital Assumptions 

All capital expenditure is in line with the IDP and the approved Budget, wherein CPI has been factored. Note Lesedi has 
operational assets and infrastructure assets. 

2.3 SENSITIVITIES 

The main sensitivities for the municipality are as follows: 

2.3.1 Withdrawal of grants and subsidies: 

This can happen when the National and provincial government instructs the municipality to revert the unspent grants’ funds to 
the National Revenue fund due to poor spending and non-compliance to the grants’ framework; Lesedi strives to spend 
conditional and unconditional grants in full and ensures value add. 

2.3.2 Non-payment of rates and services 

This happens when the ratepayers and consumers withhold their payments due to various reasons which negatively impact 
on the municipality’s affordability of service provision. It is considered this is highly likely to occur and management should 
ensure that communities are consulted regularly on all current and future planned developments and proposed tariffs 
increases as per municipal legislation, namely the Municipal Finance Management Act (MFMA) and Municipal Systems Act 
(MSA). Credit control and debt collection as well as the Indigents management policy should be implemented fairly in all 
areas within the municipal boundaries, in order to avoid inconsistencies that causes unhappiness in communities. 

2.3.3 Prioritising payments of SMMEs 

Invoices of SMMEs should be prioritised for processing between 7 to 21 days, to ensure support in their sustainability and 
growth. 
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3 MEASURING SUSTAINABILITY 


Several statutory key performance indicators (KPIs) have been prescribed in the Municipal Performance Management 
Regulations of 2001 and MFMA’s Circular 71, to measure the financial sustainability of municipalities in South Africa. The 
LTFP has been assessed against these KPIs and will be compared with KPIs measured from the Annual Budgets and Annual 
Financial Statements to provide clear targets for the LLM to report its performance. The KPIs, target rates and results 
measured from the LTFP are tabled below: 

3.1 CURRENT RATIO 

This is a measure of the municipality’s liquidity and its ability to meet its short-term financial obligations out of unrestricted 
current assets. It is measured as: 

Current Assets less Current Liabilities. 

The norm range between 1.5 to 2 :1 
LLM’s target for the future is >1.1 

The higher the current Ratio, the more capable the Municipality will be to pay its current or short-term obligations and provide 
for a risk cover to enable it to continue operations at desired levels. A financial ratio under 1 suggests that the Municipality 
would be unable to pay all its current or short-term obligations if they fall due at any specific point. LLM strives to improve and 
maintain a positive current ratio which is above the norm, over the foreseeable period of time. 

3.2 OPERATING SURPLUS RATIO 

This is an indicator of the extent to which revenues raised cover operational expenses only or are available for capital funding 
purposes. This is measured as: 

Operating Revenue less Operating Expense 
The norm is equal to or greater than 0% 

LLM’s target: Between 2% and 8%. 


7 



3.3 COLLECTION RATE 


The Ratio indicates the collection rate; i.e. level of payments. It measures increases or decreases in Debtors relative to 
annual billed revenue. In addition, in order to determine the real collection rate bad debts written-off is taken into 
consideration. 

It is measured as follows: Gross Debtors Opening Balance + Billed Revenue - Gross 
Debtors Closing Balance - Bad Debts Written Off) / Billed Revenue x 100 

The norm is 95%. 

LLM’s target is: 


Financial year/s (Period) 

Target (Percentage/s) 

2018/19-2019/20 

90% 

2020/21 -2021/22 

92% 

2024/25 - 2026/27 

93% 

2027/28 - 2028/29 

95% - 97% 


LLM’s current ratio is below the norm this is an indication that revenue collection of the municipality requires urgent attention 
and corrective measures should be implemented. Lesedi municipality, since it has outstanding debtors should aim at 
achieving a collection rate of more than 100%. However, the reality in the townships make this target a serious challenge to 
achieve. 


3.4 CASH COVERAGE RATIO (Excluding Unspent Conditional Grants) 

The Ratio indicates the Municipality's ability to meet at least its monthly fixed operating commitments from cash and short¬ 
term investment without collecting any additional revenue, during the reporting period. 

The Ratio is adjusted for Unspent Conditional Grants as the cash is not available for normal Municipal day-to-day operational 
expenditure but rather reserved for Grant related expenditure. 

((Cash and Cash Equivalents - Unspent Conditional Grants - Overdraft) + Short Term 

Investment) / Monthly Fixed Operational Expenditure excluding (Depreciation, Amortisation, and Provision for Bad Debts, 
Impairment and Loss on Disposal of Assets)). 
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The norm range between 1 month to 3 months. 

LLM is currently at 1 month, however it is targeting to improve as follows: 


Financial year/s (Period) 

Target (Month/s) 

2019/20 to 2020/21 

1.5 month 

2021/22 to 2024/25 

2 months 

2025/26 to 2026/27 

2.5 months 

2027/28 to 2028/29 onwards 

3 months 


LLM’s ratio is currently below the norm, it is at a risk in the event of financial set-backs and its ability to meet its obligations to 
provide basic services or its financial commitment is compromised. The more cash reserves a municipality has available, the 
lower the risk of it being unable to fund monthly fixed operational expenditure and to continue rendering services. LLM’s 
strives to improve its operations by collecting more revenue and implement Cost containment regulations fully. A turn-around 
strategy should be developed by management no later than the 31 May 2019 in order to address the root causes and reduce 
losses gradually over a period of time. 


3.5 REPAIRS AND MAINTENANCE RATIO 

The Ratio measures the level of repairs and maintenance to ensure adequate maintenance to prevent breakdowns and 
interruptions to service delivery. Repairs and maintenance of municipal assets is required to ensure the continued provision 
of services. 

It is calculated as follows: 

Total Repairs and Maintenance Expenditure / Property, Plant and Equipment and 
Investment Property (Carrying Value) x 100 

The norm is 8%; and 


LLM’s target for the long-term period is as follows: 


Financial year/s (Period) 

Target (Percentage/s) 

2019/20-2021/22 

5% 
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2022/23 - 2023/24 

6% 

2024/25 - 2026/27 

7% 

2027/28 - 2028/29 

8% 


A ratio below the norm is a reflection that insufficient monies are being spent on repairs and maintenance to the extent that it 
could increase impairment of useful assets. A turn-around strategy should be developed by management no later than the 31 
May 2019 in order to address the root causes and reduce losses gradually over a period of time. 

3.6 ELECTRICITY DISTRIBUTION LOSSES (Percentage) 

The purpose is to measure the percentage loss of potential revenue from Electricity Services through electricity units 
purchased and generated but not sold as a result of losses incurred through theft (illegal connections), non or inaccurate 
metering or wastage. 

It is calculated as follows: 

(Number of Electricity Units Purchased and / or Generated - Number of Electricity 
Units Sold) / Number of Electricity Units Purchased and / or Generated) x 100 


The Norm is between 7% and 10% LLM’s target is as follows: 


Financial year/s (Period) 

Target (Percentage/s) 

2019/20-2021/22 

13% 

2022/23 - 2023/24 

12% 

2024/25 - 2025/26 

11% 

2026/27 - 2028/29 

10% 


A ratio below the norm depicts that electricity losses are well managed. If the Ratio exceeds the norm it could indicate various 
challenges, for example, deteriorating electricity infrastructure or poor management of the networks, affecting the 
Municipality, which would require further analysis to determine the reasons for such losses. A turn-around strategy should be 
developed by management no later than the 31 May 2019 in order to address the root causes and reduce losses gradually 
over a period of time. 

3.7 WATER DISTRIBUTION LOSSES (Percentage) 
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The purpose of this ratio is to determine the percentage loss of potential revenue from water service through kilolitres of water 
purchased but not sold as a result of losses incurred through theft (illegal connections), non- or incorrect metering or wastage 
as a result of deteriorating water infrastructure. 

It is calculated as follows: 

(Number of Kilolitres Water Purchased or Purified - Number of Kilolitres Water Sold) 

/ Number of Kilolitres Water Purchased or Purified x 100 


The Norm is between 15% and 30% LLM’s target is as follows: 


Financial year/s (Period) 

Target (Percentage/s) 

2019/20-2021/22 

18% 

2022/23 - 2023/24 

17% 

2024/25 - 2026/27 

16% 

2027/28 - 2028/29 

15% 


A ratio within the norm depicts that water losses and water infrastructure are well managed. If the Ratio exceeds the norm it 
could indicate various challenges, for example, ageing water infrastructure or poor management, affecting the Municipality, 
which would require further analysis and explanation to determine the reasons for such losses. A turn-around strategy should 
be developed by management no later than the 31 May 2019 in order to address the root causes and reduce losses gradually 
over a period of time. 


4 FINANCIAL SUSTAINABILITY ASSESSMENT 

The Lesedi Local Municipality will continue to be financial sustainable as long as it enjoys the continuous support of its 
ratepayers, consumers of municipal services as well as National and Provincial government. The operations of Lesedi 
municipality are also indirectly underwritten by the government by virtue of the constitution and its mandate. The financial 
sustainability of LLM is linked to the sustainability of the rate payers and consumers of services. 

A core sustainability strategy for the LLM revolves around demonstrating the capacity to deliver quality services to the 
community efficiently and effectively at all times. 
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5 SCHEDULES 

The following schedules support the Long-Term Financial Plan: 

• Statement of Financial Performance 

• Statement of Financial Position 

• Cashflow Statement 

• Statement of Equity 

• Statement of Loans 
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